Report of the auditor-general to the Limpopo 
provincial legislature and the council on 
Ba-Phalaborwa Local Municipality 


Report on the financial statements 
Introduction 

1 . I have audited the financial statements of the Ba-Phalaborwa Local Municipality set 
out on pages ... to ..., which comprise the statement of financial position as at 
30 June 2015, the statement of financial performance, statement of changes in net 
assets, cash flow statement and the statement of comparison of budget information 
with actual information for the year then ended, as well as the notes, comprising a 
summary of significant accounting policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice {SA standards of GRAP) and the requirements of 
the Municipal Finance Management Act of South Africa, 2003 {Act No. 56 of 2003) 
(MFMA )and the Division of Revenue Act of South Africa, 2014 (Act No. 10 of 2014) 
(DoRA), and for such internal control as the accounting officer determines is 
necessary to enable the preparation of financial statements that are free from 
material misstatement, whether due to fraud or error. 


Auditor-general's responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit. I conducted my audit in accordance with International Standards on Auditing. 
Those standards require that I oomply with ethical requirements, and plan and 
perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the municipality’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality’s internal control. An 
audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my qualified audit opinion. 



Basis for qualified opinion 

Property plant and equipment 

6. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for property, plant and equipment in the financial statements. As 
described in note 5 to the financial statements, the restatement was made to rectify a 
prior year misstatement, _but the restatement could not be substantiated by 
supporting audit evidence. I was unable to confirm the restatement by alternative 
means. Consequently, I was unable to determine whether any adjustment to the 
property, plant and equipment corresponding figure stated at R851 108 424 in the 
financial statements was necessary. 

Trade and other payables from exchange transactions 

7. I was unable to obtain sufficient and appropriate audit evidence regarding the amount 
owed to Mopani District Municipality amounting to R264 141 956 (2014: R208 647 
105) as disclosed to note 15 to the financial statements. The municipality's records 
did not allow me to confirm this balance by alternative means. Consequently I was 
unable to determine whether any adjustments to payables from exchange 
transactions were necessary. 

Receivables from non-exchange transactions 

8. The comparative of accounts receivable of R95 722 622, as disclosed in note 9 to the 
financial statements, does not agree to the balance of R291 007 306 per the 
underlying accounting records. The municipality could not provide an explanation and 
supporting documentation for the difference to the amount of R195 284 684 between 
the financial statements and the underlying accounting records. Consequently, 
comparatives of accounts receivable is understated by R195 284 684. 1 could not 
determine the effect on the other account balances or classes of transactions 
contained in the financial statements. 

Inventory 

9. I was unable to obtain sufficient appropriate audit evidence for the write down of 
inventory amounting to R7 651 662 as stated in note 8 to the financial statements. 
Consequently, I was unable to determine whether any adjustments to the inventory 
stated at R82 610 560 (2014: R81 565 594) was necessary. 

Expenses 

1 0. Included in expenditure is an amount of R1 1 274 037 relating to the prior financial 
year which was recorded as expenditure in the current financial year. Consequently, 
current year expenditure was overstated and accumulated surplus was understated 
by same amount. 

1 1 . The municipality did not recognise all expenditure incurred in the year in the 
accounting records in accordance with the SA Standards of GRAP. ! identified 
payments made by the municipality which were not included in the accounting 
records and financial statements for repairs and maintenance of R13 380 536, as 
disclosed in the statement of financial performance, contracted services of 



R44 544 644 disclosed In note 33 to the financial statements and general expenses 
of R57 991 139 as disclosed note 26 to the financial statements. 

Revenue 

12. The municipality did not update its accounting records with the changes to the 
valuation roll in the year under review. I was unable to determine the impact on 
revenue of R65 593 648 and receivables of R27 050 260 in the financial statements 
as it was impractical to do so. Additionally, there was a resultant impact on the 
surplus for the period and the accumulated surplus. 

13. 1 was unable to obtain supporting documents for journals passed to the amount of 
R28 735 191 as adequate controls were not established over the recording and 
safekeeping of records. Consequently, I was unable to determine whether any 
adjustments to revenue from property rates stated at R65 593 648 
(2014: R57 238 528) in the financial statements were necessary. 

Aggregation of immaterial uncorrected misstatements 

14. The financial statements was materially misstated due to the cumulative effect of 
numerous individually immaterial uncorrected misstatements in the following items 
included in the statement of financial performance, financial positions and notes to 
the financial statements: 

• Trade payable overstated R581 750 

• Employee cost understated by R2 053 638 

• Trade and other receivables overstated R297 788 

• Employee cost leave provision is overstated R 1 612 696.56 

• Accrual list overstated by R1 098 770.52 

15. In addition, I was unable to obtain sufficient appropriate audit evidence and to 
confirm the following items by alternative means: 

• Trade and other payables of R878 007 as included in the disclosed balance of 
R44 952 768 


Opinion 

16. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in ail material respects, 
the financial position of the Ba-Phalaborwa Local Municipality as at 30 June 201 5 
and its financial performance and cash flows for the year then ended, in accordance 
with SA standards of GRAP and the requirements of the MFMA and DoRA. 



Emphasis of matters 


17. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unauthorised expenditure 

18. As disclosed in note 46 to the financial statements, unauthorised expenditure to the 
amount of R44 439 080 was incurred as a result of overspending on budget 

Irregular expenditure 


19. As disclosed in note 48 to the financial statements, irregular expenditure to the 
amount of RIO 024 147 was incurred in the current year as the municipality procured 
goods and services without following supply chain management regulations. 

Fruitless and wasteful expenditure 


20. As disclosed in note 47 to the financial statements, the municipality incurred fruitless 
and wasteful expenditure amounting to R6 105 742 due to Interest on late settlement 
of accounts and out of court settlement 

Restatement of corresponding figures 

21. As disclosed in note 41 and 42 to the financial statements, the corresponding figures 
for 30 June 2014 have been restated as a result of errors discovered during 2015 in 
the financial statements of the municipality at, and for the year ended, 30 June 2014. 

Materia! losses 

22. As disclosed in note 34 to the financial statements, material loss to the amount of 
R21 390 916 were incurred as a result of electricity distribution. 

Going concern 


23. The accounting officer’s report on page 5 to the financial statements indicates that 
the municipality incurred a net loss of R104 931 962 during the year ended 30 June 
2015 and, as of that date, the municipality’s current liabilities exceeded its current 
assets by R181 848 382. These conditions, along with other matters as set forth in 
the accounting officer’s report, indicate the existence of a materia! uncertainty that 
may cast significant doubt on the municipality’s ability to operate as a going concern 


Additional matter 

24. 1 draw attention to the matter below. My opinion is not modified in respect of this 
matter. 



Unaudited supplementary schedules 

25. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

26. In terms of section 125(2){e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not 
form part of the audit of the financial statements and accordingly I do not express an 
opinion thereon. 


Report on other legal and regulatory requirements 

27. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and the [general notice issued in terms thereof, I have a responsibility to report 
findings on the reported performance information against predetermined objectives 
for selected objectives presented in the annual performance report, compliance with 
legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading, but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion 
on these matters. 


Predetermined objectives 


28. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected development objectives 
presented in the annual performance report of the municipality for the year ended 
30 June 2015: 

• Objective 2; Basic service delivery on pages 25 to 30 

• Objective 3: Local economic development on pages 31 to 33 

29. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

30. I evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
development priorities. I further performed tests to determine whether Indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, 
as required by the National Treasury’s Framework for managing programme 
performance information (FMPPI). 

31 . 1 assessed the reliability of the reported performance information to determine 
whether it was valid, accurate and complete. 

32. I did not identify material findings on the usefulness and reliability of the reported 
performance information for the selected development objectives. 



Additional matter 


33. 1 draw attention to the following matter Although I identified no material findings on 
the usefulness and reliability of the reported performance information for the selected 
objectives, I draw attention to the following matter: 

Achievement of planned targets 

34. Refer to the annual performance report on pages xx to xx and xx to xx for information 
on the achievement of the planned targets for the year. 


Compliance with legislation 

35. 1 performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows; 

Annual financial statements, performance and annual reports 

36. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of non-current assets, current assets, liabilities, revenue, expenditure 
and disclosure items identified by the auditors in the submitted financial statements 
were subsequently corrected and the supporting records were provided 
subsequently, but the uncorrected material misstatements and supporting records 
that could not be provided resulted in the financial statements receiving a qualified 
audit opinion. 

Audit committees 

37. The audit committee did not meet at least four times a year, as required by section 
166(4){b) of the MFMA. 

Procurement and contract management 

38. Contracts were awarded to bidders that did not score the highest points in the 
evaluation process, as required by section 2(1 )(f) of Preferential Procurement Policy 
Framework Act, 2000 (Act No 5 of 2000) (PPPFA). 

39. Goods and services with a transaction value of below R200 000 were procured 
without obtaining the required price quotations as required by Supply Chain 
Management (SCM) regulation 17(a) and (c). 

40. Quotations were accepted from prospective providers who are not registered on the 
list of accredited prospective providers and do not meet the listing requirements 
prescribed by the SCM policy in contravention of SCM regulation 1 6(b) and 1 7(b). 

41 . Contracts were awarded to bidders based on points given for criteria that differed 
from those stipulated in the original invitation for bidding, in contravention of SCM 
Regulations 21(b) and 28(1 )(a) and the Preferential Procurement Regulations. 


Internal audit 


42. The internal audit unit did not adequately advise the accounting officer and report to 
the audit committee on matters relating to compliance with section 165(2)(b){vii) of 
the MFMA 

Expenditure management 

43. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA 

44. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 

expenditure and fruitless and wasteful expenditure, as required bv section 62M Vd^ of 
the MFMA. ^ 

Revenue management 

45. An adequate management, accounting and information system which accounts for 
revenue, debtors and receipts of revenue was not in place, as required by section 
64(2)(e)oftheMFMA. 

46. An effective system of internal control for debtors and revenue was not in place as 
required by section 64(2)(f) of the MFMA. 

Asset and liability management 

47. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63{2){a) of the MFMA. 

48. An effective system of internal control for assets (including an asset register) was not 
in place, as required by section 63{2)(c) of the MFMA. 

49. An effective system of internal control for liabilities (including a liability register) was 
not in place, as required by section 63(2) (c) of the MFMA. 

Consequence management 

50. Irregular, fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person is liable for the expenditure, as required by 
section 32(2)(a)(ii) of the MFMA. 

51 . Irregular and fruitless and wasteful expenditure was not always recovered from the 
liable person, as required by section 32(2) of the MFMA. 

52. The accounting officer did not always report to the South African Police Service 
cases of alleged irregular expenditure that constituted a criminal offence, as required 
by section 32(6) of the MFMA. 

53. Allegations of financial misconduct laid against officials of the municipality were not 
investigated in accordance with the requirements of section 171(4)(a) of the MFMA 
and Municipal regulations on financial misconduct procedures and criminal 
proceedings 5(1). 



54. Cases of financial misconduct which constitute a crime committed by officials were 
not always reported to the South African Police Service, as required by the Municipal 
regulations on financial misconduct procedures and criminal proceedings 10(1). 

55. Allegations of theft and fraud which exceeded R100 000 were not reported to the 
South African Police Service, as required by section 34(1) of the Prevention and 
Combating of Corrupt Activities Act, 2004 (Act No. 12 of 2004). 

Internal control 

56. 1 considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for 
qualified opinion, and the findings on compliance with legislation included in this 
report. 

Leadership 

57 . There is a lack of commitment to address deficiencies identified by the auditors as 
evidenced by the number of repeat findings. The action plan was not fully 
implemented and not regularly monitored. 

58. The accounting officer did not exercise oversight responsibility regarding financial 
and compliance management and related internal controls. Staff members were not 
held accountable for repeat findings 

59. Effective human resource management was not implemented to ensure that 
adequate and sufficiently skilled resources are in place and that performance Is 
monitored 


Financial and performance management 

60. Management did not implement adequate review and monitoring process to ensure 
that accounting records are properly maintained and annual financial statements 
agree to the accounting records. 

61. There was no adequate review and monitoring of compliance with applicable laws 
and regulations. 

62. The municipality did not adequately design and implement formal controls over IT 
systems to ensure the reliability of the systems and the availability, accuracy and 
protection of information. 


Governance 


63. The municipality did not implement appropriate risk management activities to ensure 
that regular risk assessments, including consideration of IT risks and fraud 
prevention, are conducted and that a risk strategy to address the risks are developed 
and monitored. 



64. The internal control monitoring mechanisms of the audit committee and the internal 
audit are not functioning optimally, as many control weaknesses are only uncovered 
during the audit of the financial statements and performance Information 


Polokwane 
30 November 2015 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auo'//)ng fo build public confidence 



